This paper considers a single-item, periodic-review inventory model with uncertain demands. We assume a finite production capacity in each period. With stationary data, a convex one-period cost function and a continuous demand distribution, we show (under a few additional unrestrictive assumptions) that a modified basic-stock policy is optimal under the discounted cost criterion, both for finite and infinite planning horizons. In addition we characterize the optimal base-stock levels in several ways. ?2 sets forth the notation and a set of required assumptions under which the cost of every policy is finite. ?3 examines finite-horizon problems, and demonstrates that a (nonstationary) base-stock policy is optimal in each period. The optimality proof for the infinite-horizon problem is presented in ?4. ??3 and 4 also describe the dependence of the optimal critical number(s) on the production capacity in the finite-and
infinite-horizon cases, respectively. ?5, finally, provides a partial characterization of an optimal (modified) base-stock policy. 
Notation and assumptions

